HCFA- 1030- FC 399

F. Paynents to MrC Organi zati ons

1. General Provisions

Part 422 Subpart F sets forth rules that govern paynent to
M+-C organi zati ons, including the nethodol ogy used to cal cul ate
M-C capitation rates. These rules are based prinmarily on section
1853 of the Act. (For a conplete discussion of these
requi renents, see the June 26, 1998 interimfinal rule at 62 FR
35004.)

One of the nore significant paynent changes in section 1853
of the Act is a gradual transition fromrates based on | oca
Medi care costs to “blended” rates based on a 50/50 m x of |oca
and national costs. Under the Adjusted Average Per Capita Cost
(AAPCC) paynent net hodol ogy that applied to section 1876 risk
contracts, paynent was based on Medicare fee-for-service
expenditures in the county in which the enrollee resided. These
fee-for-service expenditures were adjusted for denographic
factors (that is, age; sex; institutional, welfare, and
enpl oynent status).

The AAPCC was criticized for its wi de range of paynent rates
anong geographic regions: in sone cases paynent rates varied by
over 20 percent between adjacent counties. It was also
criticized for its poor risk adjustnment capabilities and
i nappropriate provision of graduate nedical education funds to

some Medicare risk plans. Moreover, the AAPCC was criticized for
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setting erratic annual paynent updates, which often nmade it
difficult for contracting health plans to engage in |long-term
busi ness planning. The BBA introduced a new paynent nethodol ogy
t hat addressed these and ot her concerns.

"Geatest of" Paynent Rate: Since January 1, 1998 (when the

M+-C paynent met hodol ogy under section 1853 was nmade applicable to
section 1876 risk contractors pursuant to section 1876(k)(3) of
the Act), the Medicare capitation rate for a given county has
been the greatest of: (1) the above-referenced bl ended
capitation rate; (2) a “mninmum anmount” rate established by
statute; or (3) a mninmum percentage increase. These county
rates are then adjusted by denographic factors (and after 2000,
by risk adjustnment factors) to determ ne the actual paynent
anount .

I The blended capitation rate is a blend of the area-specific
(local) rate and the national rate, with the latter adjusted for
i nput prices. The blended capitation rate is then adjusted by a
budget neutrality factor designed to ensure that paynment is not
hi gher than it would be under purely |ocal rates.

I The minimum anmount rate was $367 per nonth per enrollee in
1998 for all areas in the 50 States and the District of Colunbia.
Qutside the 50 States and the District of Colunbia, the rate was
limted to 150 percent of the 1997 AAPCC for the area in

question, if this amobunt was |ower than $367. The m ni num anount
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rate i s adjusted each year using the update factors described in
§422. 254(b) .

I The mninmum percentage increase is 2 percent. The m ni num
percentage increase rate for 1998 was 102 percent of the 1997
AAPCC. Thereafter, it is 102 percent of the prior year's
capitation rate.

Wth the exception of paynments under M+C MSA pl ans, we pay
M+-C organi zati ons nonthly paynents for each enrollee in an MC
plan they offer 1/12th of the annual M+C capitation rate for the
paynment area described in 8422.250(c). Except for ESRD
enrol | ees, these paynents are adjusted for such denographic risk
factors as an individual's age, disability status, sex,
institutional status, and other factors determ ned to be
appropriate to ensure actuarial equival ence. Since January 1,
2000, these rates al so have been adjusted for health status as
provided in 8422.256(c). For 2000, only 10 percent of the
capitation paynent will be risk adjusted, with the other 90
percent determ ned based on the 1999 net hodol ogy.

Comment : Several comrenters contended that section 1853(c)
of the Act set forth artificial and arbitrary limts on
capitation rate increases. Because the budget neutrality
adj ustnent applies only to the “blended rate,” and the final rate
is based on the greatest of the three rates specified, it was not

possi bl e to achi eve budget neutrality in 1998 or 1999. Once the
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bl ended rate was | owered bel ow at | east one of the other two
rates in each county, no further savings could be achieved

t hrough a budget neutrality adjustnment. As a result of the
adjustnents made in an attenpt to achi eve budget neutrality,
however, capitation rates in 1998 and 1999 were all based either
on the m ni mum percentage i ncrease of 2 percent fromthe prior
year, or the new m ninum paynent rate. The comrenters argued
that the effect of this would be that MtC organi zati ons woul d

wi t hdraw from Medi care, either entirely or in | ow paynent areas.
These comment ers suggested that we propose | egislative changes to
section 1853 of the Act in order to change the fornmula used to
cal cul ate the county paynent rates.

Response: The commenter’s suggesti ons concerni ng changes in
| egi sl ati on are outside the scope of this rulemaking. 1In this
rul emaki ng, we are charged with inplenenting the BBA as enacted
(and in this final rule, as revised by the BBRA).

However, passage of the BBRA may all eviate sonme concerns of
the commenters. The BBRA requires several nodifications to the
paynment cal cul ations set forth in the BBA, including: |owering
the reduction of the national per capita growth percentage
defined in 8422.254(b), offering bonus paynents to eligible WC
organi zations as described in 8422.250(g), and revising our
original schedule for transitioning to risk-adjusted paynents to

provi ding for an even nore gradual introduction of risk
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adjustnent. (See Section |I.C for a full discussion of the BBRA
provi si ons.)

Comment: One conmenter wanted to know i f adjusted excess
anmounts (determ ned through the Adjusted Community Rate process
identified in 8422.312) affect the conputation of the county
paynment rates if these anmbunts are placed in a stabilization
fund, described in 8422.252.

Response: Anmounts deposited in a stabilization fund reduce
the paynent to the M+C organi zation for the year in which the
funds are deposited (the organi zation gives up that anount to use
it for benefits in a future year), but do not affect the county
paynent rates.

Comment: Sone comenters argued that funding for the ESRD
networ k (8422.250(a)2)(B)) should not be taken from capitation
paynments to MtC organi zati ons.

Response: Section 422.250(a)(2)(B) inplenents section
1853(a)(1)(B) of the Act, which specifically requires this
reduction in paynent rates for enrollees with ESRD. W have,
however, changed the wording of our regulations to ensure that
the anmount taken fromthe capitation paynents renmai ns consi stent
with the anount required under section 1881(b)(7) of the Act.
Thi s does not change our current policy in any way; it nmerely
allows that, if the anobunt nandated by changes in section 1881 of

the Act changes for any reason, our regulations at
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8422.250(a)(2)(B) will remain consistent with such a change.

Comment: One conmenter requested clarification on the
application of the budget neutrality adjustnent contained in
§422. 250( e) (3).

Response: Section 422.250(e)(1) allows a State’s chief
executive to request a geographic adjustnent of the State’'s
paynment areas for the follow ng cal endar year. The chi ef
executive may elect to change the area in which a uniformrate is
paid froma county to one of the three alternative paynent areas
identified in 8422.250(e)(1). Specifically, the governor may
choose to have--(1) a single Statewi de MtC paynent area, (2) a
single non-netropolitan paynent area, with a separate paynent
area including nmetropolitan areas defined in one of two ways, or
(3) consolidation of non-contiguous counties. Section
422.250(e)(3) requires us to make a budget neutrality adjustnent
to all paynent areas within that state regardl ess of which
paynment area designation is selected by the chief executive. The
budget neutrality adjustnent is designed to |imt the aggregate
Medi care paynment for Medicare enrollees residing in that state to
what woul d have been pai d absent any geographi ¢ adj ustnent.

Comment: One conmenter proposed a statutory change that
woul d permt a budget neutrality adjustnent to be nade to the
final capitation rate, not just the “blended rate,” as currently

provi ded. Such a change could result in | ower paynent rates.
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Response: The full inpact of the BBA and the subsequent
revisions included in the BBRA are not yet known; thus, it nmay be
too soon to give Congress reconmendati ons that woul d have a maj or
effect on our paynent to nanaged care organi zations. Therefore,

we are not pursuing such a statutory change at this tine.

Comment: One conmenter suggested that we provide for
i ncreased paynents to an M+C organi zation for Part B services
provi ded by contract with federally qualified health centers, and
require the increased paynent be passed on these centers.

Response: The statute does not authorize us to pay certain
M+-C organi zations differently than others, other than the special
rules that apply to determ ning paynents nmade to an M+C
organi zation offering an MC MSA pl an. Paynent for services
furni shed by a contracting federally qualified health center is
limted to the anbunt negotiated by the two entities.

Comment: One conment er suggested that paynment rates should
be structured on a regional basis instead of a county by county
basi s.

Response: Section 1853(d) of the Act defines what is
consi dered an M+C paynent area. For Medicare enrollees wthout
ESRD, the paynent area is a county. For Medicare enrollees with
ESRD, the paynent area is a State. The only exception to these
rules would be a State that has exercised its right under section

1853(d)(3) of the Act to request an alternative paynent area in
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accordance with 8422.252(e).

Comment: A commenter believes that it is inportant that MC
organi zati ons have the opportunity to validate our cal cul ations
and met hodol ogy in cal cul ati ng paynent rates. The conmenter
accordi ngly suggested that we cooperate with interested parties
by rel easing sufficient data to allow those parties to validate
our cal cul ati ons.

Response: W agree. W have conplied, and will continue to
comply, with all reasonable requests for all relevant and
rel easabl e data. M-C organi zations nust keep in mnd that we use
a significant anmount of confidential data that cannot be rel eased
to the public.

2. Risk adjustnment and encounter data (88422.256 through
422, 258)

Section 1853(a)(3) of the Act required inplenentation of
ri sk adj ustnent for paynent periods begi nning on or after January
1, 2000. In the June 26, 1998 rule, we provided for such risk
adj ustment in 8422.256(d). W also provided that, in the period
prior to the inplenentation of risk adjustnent, we would continue
to apply the denographic adjustnments used under the old AAPCC
nmet hodol ogy.

On Septenber 8, 1998, we published a Federal Register notice
descri bing our prelimnary risk adjustnent nethodol ogy and

requesting public conmments (53 FR 173, pp. 47506 et seq.). On
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January 15, 1999, we published an advance notice, as provided
under 8422.258(b) of the regulations, describing the risk
adj ust nent et hodol ogy that we inplenented for 2000. This
advance notice included a detailed description of the new risk
adj ust rent net hodol ogy that is in effect in 2000, and information
on how risk adjustnent will be inplenented, including an

expl anation of the transition nethod that woul d be enployed. It
al so responded to comments received in response to the

Sept enber 8, 1998 Federal Register notice. Briefly, the approach
we used to neet the year 2000 nandate for risk adjusted paynents
was:

(1) Based on inpatient data,;

(2) Applied individual enrollee risk scores in determ ning
fully capitated paynents;

(3) Utilized a prospective PIP-DCG risk adjuster to
estimate relative beneficiary risk scores;

(4) Applied separate denographic-only factors to new
Medi care enrol |l ees for whom no di aghostic history is
avai | abl e;

(5) Applied a rescaling factor to address inconsistencies
bet ween denographic factors in the rate book and the
new ri sk adj usters;

(6) Used 6-nonth-old diagnostic data to assign Pl P-DCG

categories (the “tinme shift” nodel, as opposed to using
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the nost recent data and meki ng retroactive adjustnents
of paynent rates part way through the year);

(7) A lowed for a reconciliation after the paynent year to
account for |ate subm ssions of encounter data;

(8) Phased-in the effects of risk adjustnment, beginning
with a blend of 90 percent of the denographically-
adj usted paynent rate, and 10 percent of the risk-
adj usted paynent rate in the first year (CY 2000); and

(9) [Inplenmented processes to collect encounter data on
addi ti onal services, and nove to a full risk adjustnent
nodel as soon as is feasible.

On March 1, 1999, we published the annual Announcenent of

Cal endar Year (CY) 2000 Medicare+Choi ce Paynent Rates, as

provi ded under 8422.266(a) of the regulations. 1In this

announcenent, we informed Medi care+Choi ce organi zations of the

county rates and factors that were enployed for paynent in

cal endar year 2000, including the rescaling factors for use with

the risk adjusted portion of paynent, and tables of risk and

denogr aphi ¢ adj ustnent factors. W also responded to questions
and comments on the January 15 notice. (These notices are
avai |l abl e on the HCFA Wb site, at

http://ww. hcf a. gov/ st at s/ hnor at es/ aapccpg. ht m)

Section 1853(a)(3)(B) of the Act provided for the collection

from MtC or gani zati ons, of encounter data needed to inplenent the
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ri sk adj ust nent net hodol ogy. The BBA required the collection of

i npatient hospital data for discharges beginning on or after July
1, 1997, and allowed the collection of other data for periods
begi nning on or after July 1, 1998. W were prohibited from
requiring the actual subm ssion of data before January 1, 1998.
This data subm ssion requirenent appeared in section 1853(a)(3)
of the Act, which was titled “Establishnment of Ri sk Adjustnent
Factors.” (See 8422.256(d).)

Requi renments concerning collection of encounter data apply
to M+C organi zations with respect to all MC plans, including
private fee-for-service plans. Instructions for the collection
of hospital encounter data were sent to M+C organi zations in
Decenber 1997 (OPL 97.064) and May 1998 (OPL 98.71). Hospital
di scharges for the period July 1, 1997 through June 30, 1998 have
been col |l ected and used for estimating the inpact of risk
adjustnent at the contract |evel and in the aggregate. W
announced in the January 15, 1999 notice of nethodol ogica
changes that conprehensive risk adjustnent would be inplenented
for paynents begi nning on January 1, 2004. W w Il soon be
provi di ng MtC organi zati ons wi th gui dance concerni ng requirenents
for subm ssion of outpatient, physician, and other non-inpatient
encount er dat a.

There are two different ways encounter data are used for

ri sk-adj ust nent purposes. To cal cul ate paynent rates, encounter
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data are necessary to tie paynent to expected patient resource
use using diagnosis codes. (The initial risk-adjusted paynent
will be based on inpatient hospital encounter data. However, we
are devel oping a nore conprehensive risk-adjustnent nethodol ogy
that uses diagnosis data from physician services and hospital

out pati ent departnment encounters.) Encounter data are al so
necessary to "recalibrate" any risk-adjusted paynent nodel.
Recal i brati on adjusts paynent nodels for changes in resource
requi renents that derive fromsuch factors as technol ogi ca
change and i nproved codi ng.

Wiile these are the primary purposes collecting the
encounter data, we discussed other possible uses of these data in
the June 1998 interimfinal rule. These other uses include
identification of quality inprovenent targets and nonitoring the
care received by MtC enrol |l ees through targeted special studies
(such as an exam nation of post-acute care utilization patterns).
Encounter data will also be useful for programintegrity
functions, both by providing additional utilization nornms for
original Medicare billing and by providing additional information
regardi ng MtC or gani zati ons’ behavi or.

As noted above, the notices of January 15, 1999, and March
1, 1999, contained detailed discussions of the risk adjustnent
net hodol ogy and responses to conments. Simlar notices,

reflecti ng BBRA changes, and our nethodol ogy and rates for 2001,
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wer e published in January and March of 2000. Here we respond
formally to cooments submitted on the June 26, 1998 rule.

Conmment: A nunber of commenters reconmended that we not
adopt a risk adjustnment system based solely on hospital encounter
data. As a matter of public policy, the comenters objected that
basing the initial risk adjustnment nethodol ogy solely on
i npatient data woul d create i nappropriate incentives to
hospitalize patients, skew paynents toward plans w th higher
hospitalizations, and penalize plans that have appropriately
reduced i npatient services by focusing on outpatient care. O her
commenters requested a phase-in of the nmethodology to mnimze
the disruption on MtC organi zations, and allowtinme to assess the
i npact of the new net hodol ogy.

Response: W do not believe it would be desirable to del ay
i mpl enentation of risk adjustnent until data other than inpatient
data are available. W have anal yzed the PIP-DCG system
sufficiently to be confident that it represents an i nprovenent
over the current system of denographic-only adjustnent, that it
provi des an appropriate interimstep toward a conprehensive risk
adj ustment nodel, and that it provides appropriate |evels of
paynment for different classes of beneficiaries. W believe that
the blend transition nmethodol ogy should relieve concerns about
di sruption of paynents, especially since the initial blend

percentage for the risk-adjusted portion is 10 percent.
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Even if we believed that delaying risk adjustnment were
desirable, we do not have the authority to do so. The Bal anced
Budget Act specifically required “inplenentation of a risk
adj ust rent met hodol ogy...no later than January 1, 2000.” In
order to neet that deadline, we were constrained to enploy a
nodel based on hospital encounter data alone in the interimuntil
the data to inplenent a conprehensive risk adjustnment nethodol ogy
can be provided by all plans and processed by us. The
Medi car e+Choi ce | egislation (section 1853(a)(3)(B) of the Act)
provi ded for the collection of non-inpatient data for periods
begi nning on or after July 1, 1998, a full year later than the
date for which inpatient data would be collected. This provision
envi sioned that a hospital-only system woul d be inpl enented
initially, both because it seenmed nore feasible for MC
organi zations to produce inpatient data only in the short term
and because the effect of a hospital-only system on paynents
woul d be snmaller than a system based on conprehensive encounter
data. (The Medi care+Choi ce regul ations further provided that we
woul d col | ect physician, outpatient hospital, SNF, or HHA data no
earlier than Cctober 1, 1999. See 8422.257(b)(2)(i).) However,
the statute grants us broad authority to develop a risk
adj ust nent et hodol ogy, and does not prohibit us fromincluding a
transition or “phase-in” period as a conponent of the nethodol ogy

we devel op.
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We therefore included a transition period as a conponent of
our risk adjustnment nethodology, initially using a blend of
paynment anounts under the current denographic systemand the PIP-
DCG ri sk adj ustnent nethodol ogy. Under a bl end, paynent anounts
for each enroll ee woul d be separately determ ned using the
denogr aphic and ri sk nethodol ogies (that is, taking the separate
denographic and risk rate books and appl ying the denographi c and
ri sk adjustnents, respectively). Those paynent anounts woul d
t hen be bl ended according to the percentages for the transition
year.

In order to provide adequate safeguards agai nst abrupt
changes in paynent, our transition mechanisminitially provided
for a | ow bl end percentage of the risk-adjusted paynent rate.
Specifically, first year blend percentages will be 90 percent of
t he denographically adjusted rates, and 10 percent of the risk-
adj usted paynent rate. W are also contenplating a five-year
transition, which would culmnate in full inplenmentation of
conprehensive risk adjustnent, using all encounter data, in the
fifth year. Qur initial transition schedule, announced in the
January 5, 1999, Advance Notice of Methodol ogi cal Changes for the
CY 2000 Medi car e+Choi ce Paynent Rates was:

Denogr aphi ¢ et hod Ri sk net hod
CYy 2000 90 percent 10 percent

Cy 2001 70 percent 30 percent
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Cy 2002 45 percent 55 percent

Cy 2003 20 percent 80 percent

Cy 2004 100 percent conprehensive risk adjustnment (using
encounter data fromnultiple sites of care)

Subsequent |y, passage of Section 511(a) of the BBRA has revised

the original transition schedule, providing for an even nore

gradual introduction of risk adjustnment. Specifically, the

| egi sl ati on provides that the bl end percentages will be:
Denogr aphi ¢ met hod Ri sk net hod
Cy 2000 90 percent 10 percent
Cy 2001 90 percent 10 percent
Cy 2002 at | east 80 percent no nore than 20 percent

In order to inplenent conprehensive risk adjustnment in CY
2004, we will soon be providing MC organi zati ons with gui dance
concerning requirenents for subm ssion of outpatient, physician,
and ot her non-inpatient encounter data.

Comment: Sone commenters enphasi zed that inplenentation of
ri sk adjustnent could inject uncertainty and reduce the
predictability of paynents to MtC pl ans.

Response: Qur nost recent estimate, based on the 285
organi zati ons that were active in Septenber, 1998, and that did
not termnate their contracts with Medicare in 1999, (i ncluding
10 organi zations that nerged into other active MtC organizations

as of January 1, 1999), was that aggregate paynents woul d
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decrease 0.6 percent, taking into account the bl end percentages
in effect for 2000, (90 percent denographi c adjusted anmount, 10
percent risk adjusted anmount). While the inpact on specific
organi zations will vary, our analysis suggests that, except for
hi ghl'y unusual circunstances (for exanple, a high proportion of
wor ki ng aged enrol |l ees), the maxi mum decrease in paynent to any
organi zation fromrisk adjustnent alone will be |less than 2
percent. The analysis did not suggest that smaller
organi zations, or any other specific category, would experience a
di sproportionate inpact. W wll, however, continue to nonitor
the inmpacts on organi zations throughout the transition period.
W believe that our transition nechani smshould alleviate
concerns about |arge and abrupt changes in paynent.

Comment: One conmenter expressed concern about the effect
on people with Al zheiner’s di sease of a risk adjustnent
nmet hodol ogy based sol ely on hospital encounter data. Because
Al zheimer’s and denentia are often not included in the recorded
di agnoses of hospitalized beneficiaries, hospital data al one
cannot support accurate conclusions about the cost of hospital
care for these beneficiaries. Several other comrenters expressed
simlar concerns about the inplications of the initial risk
adj ust nrent et hodol ogy for beneficiaries with other chronic
condi ti ons.

Response: Qur validation tests on the PIP-DCG node
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actual ly show that this nodel offers a substantial inprovenent
over the system of denographic-only adjustnents that has been
previously in use. One neasure of a nodel’s accuracy is its
ability to predict nean expenditures for groups correctly.
Heal t h Econom cs Research (HER), which served as a contractor to
HCFA i n devel opi ng the PIP-DCG nodel, neasured the predictive
ratios, (that is, the ratio of nean predicted expenditures to
nmean actual expenditures), for groups of Medicare beneficiaries
that are of policy or technical interest. Anobng the groups used
in this validation analysis were chronic condition groups,
defined by anbul atory as well as inpatient diagnoses. HER found
that, while the PIP-DCG nodel underpredicted for many chronic

di sease groups, this nodel performed better than the denographic
nodel. For exanple, the predictive perfornmance for persons with
dementia (which includes individuals diagnosed with Al zhei ner’s)
i ncreased from0.91 under the denographic systemto 1.07 under
the PIP-DCG nodel. Further detail on the validation anal yses
can be found in our “Report to Congress: Proposed Method of

I ncorporating Health Status Ri sk Adjusters into Medicare+Choice
Paynments,” and in the HER report “Principal Inpatient D agnostic
Cost Models for Medicare Ri sk Adjustnent,” which is appended to
it. The reports can be found on our Wb site

(http://ww. hcfa.gov/ord/ rpt2cong. pdf).

Comment: One conmenter objected that the risk adjustnent
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system does not account for secondary diagnoses. A patient with
two acute di agnoses could be nore ill and nore costly than a
patient with the same primary diagnosis, but a | ess severe
secondary di agnosis. Another conmenter supported the devel opnent
of an initial risk adjustnent nethodol ogy based on inpatient data
al one, since inpatient costs represent the |argest expense item
of health plans. But this conmenter recomended that such a

nmet hodol ogy shoul d account for both primary and secondary

di agnoses, since secondary di agnoses are necessary to account for
t he hi gher costs of beneficiaries with nultiple health probl ens
and chronic conditions that are nore expensive to treat.

Response: The analysis conducted in the early stages of
devel opi ng an inpatient-based risk adjustnment nodel included
consi deration of incorporating secondary diagnoses. The analysis
concl uded that secondary di agnoses did not contribute
significantly to predictive accuracy in the context of an
i npatient nodel. As noted above, the inpatient hospital node
represents a significant inprovenent in predictive accuracy over
t he denographi ¢ adjustnents that have been in use. However, it
is only an interimstep toward a conprehensive risk adjustnent
system W anticipate that the conprehensive risk adjustnment
nodel under devel opnment will base risk scores on nmultiple
di agnoses from di sparate sites of care.

Comment: One conmenter recomended that we devel op the
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capability to use diagnosis data fromall sites of care as
qui ckly as possible in the risk adjustnent system O her
comment ers expressed concern about the costs and burdens of
col l ecting the physician, outpatient hospital, skilled nursing
facility, and home health agency encounter data that will be
necessary for the inplenentation of conprehensive encounter data
in 2004. Several conmenters objected that the tinme frane
contenpl ated for the subm ssion of these data is too short to
al |l ow MtC organi zations to procure and install the required
systens. One commenter urged that, in preparing for subm ssion
of encounter data from physician offices, nechani snms shoul d be
established for the transition from paper clains to electronic
bills for those practices that “have not entered the electronic
age.”

Response: The PI P-DCG nodel represents a substantia
i nprovenent over the current system Because it identifies a
subset of seriously ill beneficiaries for increased paynent and
because the effect of a hospital-only systemon paynents is
smal l er than a system based on conprehensi ve encounter data, the
Pl P- DCG nodel is an appropriate interimstep toward conprehensive
ri sk adjustnent. A conprehensive nodel is neverthel ess
preferable, and we plan to nove toward inpl enenting such a node
as expeditiously as possible. However, inplenentation of the

conprehensive ri sk adjustnent nodel is not operationally feasible
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for 3 to 4 years, because of data constraints on both plans and
on us. The transition plan announced in the January 15, 1999
notice therefore provides for inplenentation of conprehensive

ri sk adjustnent in 2004, w thout ever reaching full paynent under
the PIP-DCG system In the interim the PIP-DCG nodel offers a
substanti al inprovenent over the current system

In providing for paynent under a conprehensive risk
adj ust ment systemin 2004, we have taken into account the costs
and burdens necessary for organi zations to develop the capacity
for collecting and subm tting physician, outpatient hospital,
skilled nursing facility, and hone health agency encounter data.
This is the nost anmbitious schedule that we believe we can adopt
consistent wwth allowing sufficient tine for organizations and
t he agency to prepare.

Comment: A nunber of commenters objected that the
col l ection of encounter data is burdensone and expensive. Sone
commenters asserted that this requirenment nay deter new managed
care contractors, especially smaller organizations, from
participating in the MtC program Several comenters observed
that not all the data required for subm ssion of encounter data
are necessary for conputing risk adjustnment. Another comrenter
urged us to nonitor the trade-off between risk adjustnent
accuracy and ri sk adjustnment data-collection requirenents, and

seek opportunities to streanline the burdens of encounter data
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collection. One comenter recommended that we explore
alternatives to collection of all encounter data, such as survey-
based approaches.

Response: W have nade every effort to mnimze the burden
of collecting encounter data, and to assist M-C organizations
with problens that have arisen in collecting and processing these
data. In the initial stages of collecting encounter data, we are
permtting organi zations to use an abbrevi ated version of the
standard UB-92 form enployed in hospital billing. Data elenents
in the abbreviated UB-92 form have been restricted to those itens
necessary to calculating risk scores and pricing the discharge,
as well as some docunent identification itens that are normally
generated automatically in electronic processing. (As we discuss
bel ow, pricing of discharges is necessary to allow recalibration
of the nodel.) Use of the abbreviated UB-92 formw Il be all owed
for discharges at |east through June 30, 2001.

The | egislation nmandating ri sk adjustnment al so provides for
the collection of inpatient and other encounter data. The
| egi sl ation therefore contenplates a risk adjustnent system based
on encounter data rather than surveys. W believe that the
greater accuracy of a system based on full subm ssion of
encounter data justifies the additional burdens that this
requi renent entails.

A range of problens in the subm ssion of encounter data have
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ari sen. These problens have included: not follow ng the
required UB-92 format, difficulties in accurately tracking counts
of discharges, failure to arrange hospital subm ssion of
encounter data, difficulties in understanding Fiscal Internediary
reports, and HCFA/FI and FSS processing problens. Plans

t hensel ves may have probl ematic data processing systens in-house.
We have worked with Medi care+Choi ce organi zati ons, nmanaged care
associ ations, and other parties to address many specific issues
that have arisen concerning data transm ssion and processing, and
we will continue to do so. W have taken a nunber of specific
steps to facilitate and i nprove the encounter data subm ssion
process. These activities have included the foll ow ng:

I Encounter Data Reconciliation Anal yses--W have shared with
M+-C organi zati ons anal yses of their individual MC plan | evel
data. The data have been successfully posted at our offices. W
have further conducted anal yses upon request at the provider
| evel and by the different nethods of subm ssion to help explain
di screpancies. W are in the process of sharing these anal yses
with the plans. The detail ed provider |evel analyses are
requiring additional tinme to conduct, and the results of these
anal yses will be shared with plans over the com ng weeks.

I Onsite Consultations--Qur contractor conducted a series of
onsite consultation visits to 20 M+C organi zations in order to

| earn nore about the process of data subm ssion. The majority of
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the 20 organi zations selected for the visits were those that
experienced problens with encounter data subm ssion. The

i nformati on gained during these visits will be used to assi st
plans to identify and resol ve probl ens.

I HCFA Data System Fi xes--Processi ng probl ens have been
identified that relate to beneficiaries who change fromone MtC
plan to another. The estinmated nunber of affected encounters
fromall plans is less than 3,000. These problens will be fixed
over the next 2 nonths, and they are not expected to inpact the
March 1 rate estinmates, which, in any case, will not be used to
make direct enroll ee paynents.

I Communication with the Fls--W have shared data probl ens
rai sed by MtC organi zations with the FIs. Furthernore,

di scussi ons between us, Fl's, and pl ans have been encouraged in
order to address probl ens.

Comment: Several commenters objected that we shoul d not
pl ace the burden of collecting encounter data and assuring their
accuracy solely on MtC organi zati ons, but rather on the providers
submtting the data to the organi zations. Sone of these
commenters suggested inposition of a requirenment on providers
that they cooperate with M+C organi zations in collecting
encount er dat a.

Response: W did not include requirenents on providers in

the interimfinal rule because we traditionally have tried to
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mnimze the adopti on of neasures that would insert our
requirenents into the contractual relationships between managed
care organi zations and providers. W therefore suggested to MtC
organi zations that they nodify their contracts with hospitals to
ensure that managed care discharges are identified, and the
appropriate records are provided to the organi zation by the
hospital. W al so have taken every opportunity to inform
hospital s and hospital associations of the encounter data

requi renents and the inportance of collecting conplete and
accurate encounter data to assure correct paynent. Collection of
encounter data for the “start up” year of July 1997 through June
1998, which was the basis for estimating the inpacts of risk

adj ustnment, was quite successful, and we have every reason to
believe that collection of data for the next year, which will be
used to determ ne actual risk adjustnments in 2000, will go at

| east as wel | .

However, MC organi zati ons have inforned us that sone
providers are either failing to submt encounter data at all, or
submtting data that do not conformto quality standards for
subm ssion to our systens (for exanple, that the coding often
fails to neet standards required to pass the coding edits). To
the extent usable data are not submtted, MtC organizations are
deni ed the benefit of any risk adjustnment that m ght be justified

based on the costs in question. W are therefore proposing to
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make several changes to the rules that are designed to give MtC
organi zati ons greater |everage in obtaining adequate cooperation
fromproviders to submt conplete and accurate data.

First, we will nmake explicit in 8422.257 that M+C
organi zations are required to obtain from providers, suppliers,
physi ci ans, or other practitioners information sufficient
to submt the required encounter data. (Currently the regulation
states that M-C organi zations nust submt encounter data, but
| eaves the requirenent of obtaining the necessary infornmation
fromproviders and others to inference.)

Second, we will specifically state in the rules that MC
organi zati ons may include a requirenment for subm ssion of
conpl ete and accurate encounter data, conformng to the format
used under original Medicare, in their contracts with providers,
suppliers, physicians, and other practitioners. Contracts with
provi ders and others may inpose financial penalties, including
wi t hhol di ng paynent, for failure to submt conplete and accurate
data conformng to all requirenents for subm ssion. W have
revi sed 8422.257 of the regulations to reflect these two changes.

Third, as discussed below in section K, we have nodified the
definition of “clean clainf in 8422.500 to specify that a claim
must include information necessary for purposes of encounter data
requi renents, and nust conformto the requirenents for a clean

cl ai munder original Medicare. This will exenpt clains that do
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not, for exanple, neet accurate coding requirenents fromthe
application of the “pronpt paynent” standard that applies to
clainms submtted by non-contracting providers. This standard
requires that “clean clainms” submtted by non-contracting
providers be paid within 30 days, or interest will be owed. MC
organi zations will therefore be able to withhold paynent in cases
i n which non-contracting providers submt clains with inadequate
codi ng or other deficiencies that nake the clains inpossible to
use for encounter data purposes.

Fourth, we are providing a reconciliation process which wll
gi ve M+C organi zations additional tine to submt encounter data
before final paynent determ nations are made. MtC organi zations
have approximately 3 nonths after the end of a data collection
year to submt the encounter data that will be used to devel op
beneficiary risk scores to their fiscal internediary. For
exanpl e, M+C organi zati ons nust submt encounter data for the
period July 1, 1998 through June 30, 1999 to their fisca
i nternmedi ary by Septenber 17, 1999. If organizations subnmt
encounters after this date, they will not be incorporated into
paynments for CY 2000. However, in response to concerns expressed
by MtC organi zati ons over this short time frame, we expect to
institute a reconciliation process that will take into account
| at e data subm ssions. M+C organi zations should attenpt to have

all data in by the annual deadline of Septenber 10. However, if



HCFA- 1030- FC 426
organi zati ons receive UB-92s fromhospitals after this date, they
may submt the encounter to their fiscal internmediary and the
data will be processed. MC organi zations should note that the
deadl i ne for subm ssion of all data froma paynment year will be
June 30 of the paynent year for the period ending the previous
June 30 (for exanple, the final deadline for the period of July
1, 1998 to June 30, 1999, which is used for paynent in 2000, wl|
be June 30, 2000). After that date, the fiscal internediary wl|
no | onger accept these data. After the paynent year is
conpleted, we will recalculate risk factors for individuals who
have | ate encounters submtted. Then, we will determ ne any
paynment adjustnents that are required. This reconciliation wll
be undertaken after the close of a paynent year and will be a
one-tinme only reconciliation for each paynent year. W are
addi ng 8422.256(g) to provide for this reconciliation process.
Comment: Sone commenters expressed doubts about the
conpl eteness and accuracy of the encounter data submtted during

the “start up year,” which was used to devel op estimates of the
i npact of risk adjustnent. Some expressed concern that systens
probl ens have inpeded the posting of conplete and accurate data.
Several comrenters expressed doubts that sufficiently conplete

and accurate encounter data could be available in tinme to begin

ri sk-adj usted paynment on January 1, 2000.

Response: Hospital encounter data were collected from
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managed care organi zations for discharges between July 1, 1997
and June 30, 1998. Approximately 1.5 mllion encounters were
submitted to us for over 5.7 mllion beneficiaries. The volune
of data received is sufficient to generate an estimate of the

i npact of risk adjustnent, and to conduct other analysis in order
to prepare for inplenentation of risk adjustnent. Based on this
experience, we are confident that sufficient data will be
generated to cal cul ate beneficiary risk scores and ot her

i nformati on necessary for inplenentation of the PIP-DCG nodel .

Comment: One conmenter requested clarification of the
statenment in the preanble that encounter data may be used for
pur poses other than cal cul ating risk adjustnents.

Response: W comonly use data collected in the course of
cal cul ati ng paynents for other purposes. These purposes include
nonitoring programintegrity, studying utilization patterns and
quality of care, and a variety of research purposes. Qur use of
data is always governed by consideration of privacy concerns and
confidentiality of business operations.

Comment: Several commenters asked for further information
concerning how we intend to recalibrate risk-adjusted paynents to
account for upcoding. Another commenter questioned whether use
of the full UB-92 is necessary for this recalibration, and
suggested that we consi der other approaches.

Response: As we di scussed above, recalibration is necessary
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to adjust the paynent nodels for changes in resource requirenents
that derive from such factors as technol ogi cal change and

i nproved coding. Upcoding may occur if plans inprove coding of
beneficiary diagnoses and, as a result, the average use of
resources for enrollees in a particular category may be |ess than
when the relative paynent rates were determ ned. Wen this
happens, the average actual expenditures per enrollee for these
di agnoses may be |l ess than the average expenditures used to
assign the original paynent weights. The result is overpaynent
for sone diagnoses in the risk adjustnent nodel. On the other
hand, technol ogi cal changes, which often result in nore intensive
use of resources for certain diagnoses, can |ead to underpaynent
for certain diagnoses unless the nodel is recalibrated.
Recal i bration is a standard feature of well-established paynent
systens, such as the hospital prospective paynent system W
have not yet devel oped a specific tinmetable for recalibrating the
PIP-DCG nodel. We will not recalibrate the nodel until we have
sufficient data from Medi care+Choi ce organi zations to incorporate
managed care practice patterns into the recalibration.

Comment: Several commenters expressed concern about the
attestations required of M+C organi zations, with respect to the
accuracy and conpl eteness of encounter data. One of these
commenters expressed the view that the requirenment for an

attestation that subm tted encounter data are “accurat e,
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conplete, and truthful” is designed nore as a legal trap for
those that m ght innocently submt inconplete or inaccurate data,
than as good public policy. Another conmenter recomended that
the attestation allow for honest m stakes and unavoi dabl e margi ns
of error.

Response: Attestation of encounter data has been a
contentious issue. Attestation of encounter data is essentia
for guaranteeing the accuracy and conpl eteness of data submtted
for paynent purposes, and to allow us to pursue penalties under
the False ClaimAct, where it can be proven that a plan know ngly
submtted fal se data. However, in response to concerns from MC
organi zati ons, we have restricted the attestation requirenment to
confirmation of the conpl eteness of the data and the accuracy of
coding. Since this is information that M+C organi zations are, or
should be, in the position to know, the attestation requirenent
is thus in no way a | egal trap.

Comment: One conmenter recomended that we devel op
mechani sms, with the assistance of consuner representatives, to
make encounter data avail able to Medicare beneficiaries and their
representatives.

Response: The commenter did not identify the “beneficiary
representatives” to whom encounter data woul d be made avail abl e,
nor the purposes for which the data woul d be used. W would

consi der specific requests for data in the light of privacy and
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ot her considerations which normally govern the use of data
gat hered for official purposes in the program

Comment: Several commenters expressed concern about the
short tinme franme for subm ssion of Adjusted Community Rate
proposal s after the release of county rates, rescaling factors,
and risk adjustnment inpact estinmates on March 1. The comrenter
urged di scl osure of key information such as the rescaling factors
earlier in order to give plans the opportunity to base their rate
and benefit subm ssions on nore conplete financial informtion.

Response: Section 516 of the BBRA extended the ACR deadline
to July 1, and applied that extension retroactively to 1999.
Therefore, we have changed our regul ations at 8422.306(a)(1) to
reflect this statutory change, which has addressed the
comenter’s concerns.

3. Special Rules for Hospice Care (8422.266)

Comment: One conmenter requested clarification on reporting
institutionalized nenbers who have el ected hospice care, and how
the M+C organi zations will determ ne whether a new nmenber is in
hospi ce care.

Response: Medicare enroll ees who have el ected hospice care
shoul d not be reported as institutionalized. Medicare
beneficiaries that have el ected hospice, and subsequently el ect
an MWC plan will be identified by our system

Comment: One conmenter requested clarification of the MC
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organi zation’s responsibility in arranging for the provision of
hospi ce care for those enroll ees who have el ected hospice care.

Response: Section 422.266 requires the MtC organi zation to
i nform each Medicare enrollee eligible to el ect hospice care
about the availability of hospice care in the area or outside the
area, if it is common practice to refer patients accordingly. An
M+-C organi zation is not required to arrange for hospice services
when the hospice el ection has been nade.

Comment: One conmenter requested further clarification on
our paynent for a Medicare enrollee when the enrollee elects
hospi ce.

Response: Qur nonthly capitation is reduced to the adjusted
excess anmount devel oped in the ACR  The anmpunt of the reduction
is the ACR value (less the actuarial value of Medicare’'s
deducti bl es and co-insurance) for Medicare-covered itens and
services. For Medicare-covered itens and services, the MC
organi zati on or provider furnishing the service would bill us
using Medicare’s normal billing rules under original Mdicare.

Al so, hospice services are billed under original Medicare rules.



